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The Natural Business Year for Inventories and Fiscal Closings*
B y E L I J A H W . SELLS

In business, as in every other phase of
human activity, we are prone to run in the
ruts of custom and habit, to follow blindly
in the routine of tradition, accepting it as
a finality without questioning whether it
is wise or best. For generations the custom of a large part of the business world
has been to take annual inventories at the
end of the calendar year without seeming
to have any realization of the fitness of the
time to their individual line of business.
There is really but one proper time for
taking the annual inventory and closing
the fiscal year and that date is on the completion of the "natural business year."
B y natural is meant the time when the
bulk of the annual business is passed,
when the busy season has given its best,
when the harvest time of the greatest
sales activity is over.
A t the close of the natural business
year we reach a point like a turn in the
road, when we wish to review what we
have done, to see the last twelve months
in perspective, to find out where we stand
financially.
It is a time for new planning
for the future, adjusting ourselves anew
to conditions, seeing the most advantageous steps to take in preparation for renewed effort. It is the inventory, taken
at this time, that will reveal to us the
results of past effort and bring new wisdom
in building a better and finer future.
In this period following our year's
harvest and in the lull preceding new
seeding and planting, in our special line
of business, for the next harvest, we have
time to take an inventory. Then we are
freer from the pressure of insistent effort
and immune from many distractions.
Stocks of merchandise, too, are then at
their lowest so that the physical and

mental work of taking an inventory are
reduced to a minimum. Employes, too,
are then less employed and can co-operate
more effectively.
From every standpoint it is at the close
of the natural business year that inventories can be made most easily, economically, and effectively. This period varies
in different lines of trade and industry, for
the natural business year that would be
best for one would be the very worst for
some other. It must be determined by the
individual proprietor, the firm or the
corporation, in harmony with the limitations and demands of their specific business in connection with general trade conditions in their respective lines.
There are many practical reasons to
support the contention that most of the
mercantile business of the country with
which the consumer is concerned could
best take inventories and close the fiscal
year in the mid-summer months—July or
August. Those having heavy summer
trade, of which there are few, could best
take inventories and close in the fall—
October or November, while other dates
would harmonize better with other lines—
the manufacturers of articles of domestic
consumption, such as clothing and footwear, in March or April, manufacturers
of agricultural implements in October,
coal mining operations in March, automobile and accessories manufacturers in
June or July, and railways in February
or M a r c h .
In many phases of the nation's business
activities uniformity is greatly to be desired. The date of the fiscal year is not
one of these phases. What should be
standardized, however, is the principle itself, the principle that applies with equal

* Reprinted by permission from the Illinois Journal of Commerce. July, 1921.
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force to all, that the fiscal year should
correspond with the natural business year,
whatever that may be decided to be.
Some have thought it necessary to
close the fiscal year on December 31, in
order to harmonize it with federal or
state requirements in the matter of reports
for taxation, but, as will be shown, the
Government recognizes and accepts any
fiscal year that the individual, firm, or
corporation selects, so long as certain
simple requirements and formalities are
complied with in respect to details of
method.
The law and regulations of the Federal
government are found in L a w Sections
212 (b) and 226, and Regulations 45,
Revised, Articles 25, 26, 431, and 626.
The vital points therein contained and
stripped of legal phrasing are as follows:
The taxable year may be either the
calendar year or the fiscal year, the latter
meaning, as used by the Government, an
accounting period of twelve months ending on the last day of any month but
December. The fiscal year must be the
regularly established term of accounting
of the tax-payer, but can be changed to
the calendar year or a different fiscal year
on giving the Commissioner of Internal
Revenue written notice in accordance
with the prescribed restrictions as to time.
This may entail a partial return in addition to the full term return after the first
change, after which annual returns are
made.
Conducting commercial or industrial
activities in relation to the natural business
year means conservation of time, money,
and energy. A t the present time, when
wise and prudent administration is so
essential to cut down unnecessary overhead
charges to the lowest terms, this question
is of vital import. We are facing today
two factors of excessively high cost, labor
and taxation, each near the seeming peak
of expense while production and sales are
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depressed. Whatever tends to economy
in these days of trying conditions and
narrow margins of profit should be carefully watched and considered to help to
bring general business back to normal.
A glance at the cost in any concern
taking inventory at a time when stocks
are large and the sacrifice of business,
including enforced shut-downs and the
time consumed by employes who could be
utilized advantageously in the conduct of
the going business, would make an appalling contrast with the cost of the inventory
at a time when the stock is the lowest and
frequently there are surplus employes who
can be utilized for the work without
encroaching upon the demands of the
heavy going business. Besides, in most
cases this would come at a time when the
manufacturing concern shuts down for
necessary repairs, new installations, and
generally getting ready for taking care of
the larger flow of business at the rush
period. It would show a large sum saved,
the aggregate of which for all businesses
would amount to many millions annually
and possibly run into billions of dollars.
The tendency of state tax legislation is
to conform with that of the federal government. In cases where the states have
not done this and still require returns at
December 31, it would be far more economical to adopt the light period of business
for inventory taking and fiscal year closings upon which the federal return is made,
and then make a state return as of December 31, or some other date as need be to
conform with the laws of the state, based
upon the book or estimated value of inventories at that date. The same may be
said respecting reports required by other
government and state departments.
In most of the well regulated businesses
continuous book inventories are carried
along from month to month. This is
part of what constitutes an efficient cost
system and for those businesses that do
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not have such a system and depend
entirely upon the taking of inventories
to determine values and profits, it would
be well to change their system of keeping
accounts and introduce the more modern
and efficient plan of charging the stock
account with the purchases from time to
time and crediting it with the withdrawals
for manufacturing and sales at the price at
which the charges were made against the
stock account so that there would be a
very close approximation from time to
time of the inventory as well as profits
or losses made in the business from month
to month. This plan is calculated to insure accuracy at the end of each month
(which is checked by actual count in most
cases annually, in some cases oftener) but
if not absolutely accurate it is near enough
for the practical purpose of making a state
return that may be required at some date
other than that used for the federal
government.
There is another important element in
the consideration of the natural business
year and that is the profession of public
accountancy, whose usefulness is constantly growing in recognition and appreciation by the business world. It may
be said that all of the states of the Union
have recognized the profession of Certified Public Accountants by legislation
that is practically uniform.
The federal
government and the states recognize the
value of the profession by frequently employing its members. Public accountants
are called upon, not alone for the periodical
audits and certification of accounts, but
in helping to solve problems connected
with annual reports and to bring their
knowledge and experience to bear on
questions of taxation.
Because of the almost universal practice
of making fiscal closings at December 31,
the profession of public accountancy is
overwhelmed with work for a few months
following that date and has a compara-
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tively much lighter practice during the
remainder of the year. If inventories and
fiscal closings were made at the end of the
natural business year, there would be distributed throughout the year from time
to time a vast amount of auditing, tax
work, and kindred things which the profession of public accountancy has to do
so that its forces could be maintained
more evenly throughout the year and be
able to render service far more valuable
to business.
The public accountant has opportunity
to form judgment upon this subject. The
firm, of which I am a member, filled something over 4,000 engagements during the
past year. The accountants worked unreasonably long hours during the rush
period in order to give the service at the
time it was required. This is typical of
public accountancy conditions generally.
Let us accept the "natural business
year" as our fiscal year and in the aggregate many millions of dollars will be saved
to the business of the nation in countless
phases of efficiency and economy.

